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I n  t h e  Matter of: 

APPLICATION OF E I A M  UTILITY COMPANY ) CASE 9 3 7 5  
FOR A GENERAL I N C R E A S E  IN RATES 1 

O R D E R  

OR June 2 7 ,  1985,  E l m  U t i l i t y  Company, Inc., ("Elam") 

filed its a p p l i c a t i o n  w i t h  the Commiss ion  f o r  a general  i n c r e a s e  

i n  i t s  r a t e s  of $ 3 7 , 2 5 6  a n n u a l l y  o r  a 9.3 percent i n c r e a s e  above 

t e s t - p e r i o d  n o r m a l i z e d  o p e r a t i n g  revenue. Elam s t a t e d  t h a t  t h e  

r e q u e s t e d  a n n u a l  i n c r e a s e  i n  r e v e n u e s  w a s  n e c e s s a r y  to  p r o v i d e  f o r  

o p e r a t i n g  costs, to s e r v i c e  E l a m ' s  d e b t ,  a n d  t o  provide  a 

r e a s o n a b l e  r e t u r n  to  Elam's stockholders. 

The proposed r a t e s  w e r e  t o  be e f f e c t i v e  for g a s  s e r v i c e  

r e n d e r e d  o n  and a f t e r  J u l y  18, 1985. On July 2 ,  1985, t h e  

Commiss ion  s u s p e n d e d  t h e  proposed r a t e s  p e n d i n g  a n  i n v e s t i g a t i o n  

of t h e  r e a s o n a b l e n e s s  of the requested increase. On J u l y  9 ,  1985 ,  

the U t i l i t y  Rate  I n t e r v e n t i o n  D i v i s i o n  of t h e  Office of t h e  

A t t o r n e y  General moved t o  i n t e r v e n e  i n  c h i 6  proceeding, w h i c h  

m o t i o n  was g r a n t e d .  N o  o t h e r  p a r t i e s  i n t e r v e n e d .  On November 1 2 ,  

1985, a hearing was conducted i n  t h i s  matter w i t h  all parties of 

record b e i n g  r e p r e s e n t e d .  

T h i s  Order addresses t h e  Commission's findings a n d  

determinations o n  issues p r e s e n t e d  and d i s c l o s e d  in t h e  h e a r i n g  

and investigation of Elam's revenue requirement and r a t e  d e s i g n .  



T h i s  O r d e r  f i n d s  t h a t  E l a m ’ s  a d j u s t e d  t e s t - p e r i o d  r e v e n u e s  are 

s u f f i c i e n t  t o  p r o v i d e  for t h e  costs  of o p e r a t i o n s ,  to  s e r v i c e  

E l a m ’ s  d e b t ,  a n d  a re  s u f f i c i e n t  t o  p r o v i d e  a r e a s o n a b l e  c a s h  

surplus. T h e r e f o r e ,  t h i s  O r d e r  g r a n t s  no  a d d i t i o n a l  r e v e n u e s .  

COMMENTARY 

E l a m  operates as  a p u b l i c  u t i l i t y  p r o v i d i n g  n a t u r a l  gas 

service to  a p p r o x i m a t e l y  3 9 3  c u s t o m e r s  i n  West L i b e r t y  a n d  

Daysboro ,  K e n t u c k y .  

TEST PERIOD 

E l a m  h a s  p r o p o s e d  and  t h e  Commiss ion  h a s  a c c e p t e d  t h e  

12-month p e r i o d  e n d i n g  March 31, 1985 ,  as t h e  test p e r i o d  for 

d e t e r m i n i n g  t h e  reasonableness of t h e  p r o p o s e d  rates. I n  u s i n g  

t h e  h i s t o r i c a l  t e s t  p e r i o d ,  t h e  Commiss ion  has g iven  f u l l  

cons idera t ion  to  known a n d  m e a s u r a b l e  c h a n g e s  f o u n d  reasonable. 

VALUATION 

E l a m  p r o p o s e d  a n e t  i n v e s t m e n t  r a t e  base of $473,417. The 

Commission has  accepted t h e  proposed r a t e  base w i t h  t h e  f o l l o w i n g  

m o d i f i c a t i o n s :  

E x t r a o r d i n a r y  P r o p e r t y  Losses 

Elam p r o p o s e d  to  i n c l u d e  i n  i ts  r a t e  base t h e  u n a m o r t i z e d  

p o r t i o n  of $ 3 4 , 9 2 4  i n  e x t r a o r d i n a r y  p r o p e r t y  losses’ r e s u l t i n g  
2 from a b a n d o n i n g  a p o r t i o n  of i t a  d i s t r i b u t i o n  s y e t e m  i n  1980. 

E x h i b i t  N o .  2 ,  page 1 of a p p l i c a t i o n  filed J u n e  2 7 ,  1985.  

T r a n s c r i p t  of E v i d e n c e  ( “ T . E . ” )  d a t e d  November 1 2 ,  1985 ,  pp. 
2 6 - 2 7 .  
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I n  Case N o .  8 1 7 8 ,  Notice t o  A d j u s t  Rates by E l a m  U t i l i t y  

Company, I n c .  , Morgan C o u n t y ,  K e n t u c k y ,  t h e  Commiss ion  f o u n d  t h a t  

t h e  e x t r a o r d i n a r y  p r o p e r t y  losses s h o u l d  be d i s a l l o w e d  a s  p a r t  of 

n e t  i n v e s t m e n t  r a t e  base "...as t h e s e  i t e m s  of p l a n t  are  no l o n g e r  

i n  s e r v i c e  .* When asked if t h e  c i r c u m s t a n c e s  s u r r o u n d i n g  the 

e x t r a o r d i n a r y  property loss had  c h a n g e d  s i n c e  t h e  C o m m i s s i o n ' s  

dec is ion  i n  Case No. 8178, E l a m  s t a t ed ,  " C i r c u m s t a n c e s  h a v e  

m a t e r i a l l y  c h a n g e d  during t h e  p a s t  s e v e r a l  years a n d  can be 

o b s e r v e d  by a r e v i e w  of E l a m ' s  f i n a n c i a l  p o s i t i o n  and t h e  r a p i d i t y  

w i t h  w h i c h  E l a m  h a s  f i l e d  a p p l i c a t i o n s  for rate r e l i e f  w i t h  t h e  

Commiss ion .  The c o n t i n u e d  l a c k  of adequa te  r a t e  re l ief  has 

d r a i n e d  a l l  r e s o u r c e s  of t h e  company. The i n c l u s i o n  of 

e x t r a o r d i n a r y  property losses i n  rate base is a n  effort to  p rov ide  

a ra te  base o n  w h i c h  t h e  Commiss ion  c a n  p r o v i d e  a r e t u r n  w h i c h  

will allow Elam to service its d e b t ,  pay expensee, a n d  provide a 

return to i t s  s t o c k h o l d e r s .  n 3  

The Commiss ion  is of t h e  o p i n i o n  t h a t  u t i l i t y  plant must 

m e e t  c e r t a i n  minimum c r i t e r i a  for i n c l u s i o n  i n  rate base. 

B a s i c a l l y ,  t o  be i n c l u d e d  i n  ra te  b a s e ,  a n  item must be used and 

u s e f u l ;  i t  must be associated w i t h  t h e  u t i l i t y  s e r v i c e  p r o v i d e d ,  

and  the i n v e s t m e n t  must h a v e  b e e n  p r u d e n t l y  i n c u r r e d .  E l a m  has 

presented n o  e v i d e n c e  in this case to show t h a t  any of these 

critera apply in t h i s  i n s t a n c e .  Therefore, i n  c o n s i d e r a t i o n  of 

t h e  t r e a t m e n t  a c c o r d e d  C h i 8  item i n  Case No. 8178,  and the lack of 

a n y  a d d i t i o n a l  p e r s u a s i v e  e v i d e n c e ,  t h e  Commiss ion  f i n d s  t h a t  

R e s p o n s e  t o  I t e m  N o .  2, October 11, 1985. 
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the unamortized balance of $34,924 in extraordinary property  

losses is not eligible for inclusion in rate base. 

Cash Workinq C a p i t a l  

Elam proposed to include a cash working capital allowance 

of $13,401r based on its proposed operating statement. The 

Commission has reduced this amount to $13,201 i n  order to allow 

1/8 of the adjusted operating and m a i n t e n a n c e  e x p e n s e s  less 

purchased gas found reasonable hereip. 

T h u s ,  the Commission has determined Elam's net investment 

rate base to be as follows: 

Utility Plant 
Reserve for Depreciation 
N e t  Utility P l a n t  
Add : 

Prepayments 
Materials and Supplies 
Cash Working Capital 

Net Investment Rate Base 

$ 5 2 3 , 4 7 7  

2,103 
4 , 8 8 9  

13,201 
$ 438,293 

REVENUES AND EXPENSES 

Elam reported n e t  income of $ 8 , 9 2 3  for t h e  test period. I n  

order to re f l ec t  current operating conditions, Elam proposed 

several adjustments to revenues and e x p e n s e s  r e s u l t i n g  in an 

adjusted n e t  loss of $ 2 5 , 0 9 8 .  The Commission is of t h e  opinion 

chat the proposed adju:~tments are generally proper and acceptable 

for rate-making purposes with the following modifications: 

O u t s i d e  Services 

Elam reported $4,819 in test-period outside services  

expense. E l a m  proposed a n  adjustment of $2,500 to increase t h i s  

expense baaed on a 2-year amortization of expected rate case 
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e x p e n s e s  of $5,000. The evidence of record s h o w s  t h a t  E l m  ha8 

i n c u r r e d  r a t e  case expenses of $ 5 # 4 9 0 .  4 

The Commiss ion  is of the  opinion t h a t  t h e  a c t u a l  amoun t  of 

e x p e n s e s  i n c u r r e d  is  d f a i r  a n d  r e a s o n a b l e  amount  f o r  r a t e  case 

e x p e n s e s .  However, the Commiss ion  does n o t  agree w i t h  t h e  

p r o p o s e d  2 -yea r  a m o r t i z a t i o n  p e r i o d  for r a t e - m a k i n g  p u r p o s e s .  The 

c u r r e n t  a n n u a l  i n f l a t i o n  ra te  is low i n  c o m p a r i s o n  to r e c e n t  

h i s t o r i c a l  l e v e l s .  Elam's u p - t o - d a t e  r e n o v a t e d  u t i l i t y  p l a n t  

s h o u l d  n o t  r e q u i r e  u n e x p e c t e d  or i n f l a t i o n - s e n s i t i v e  c o n s t r u c t i o n  

e x p e n s e s .  Nor s h o u l d  Elam's cost of d e b t  r ise a p p r e c i a b l y  under 

i n f l a t i o n a r y  pressure since the l a r g e  m a j o r i t y  of t h e  l o n g - t e r m  

debt is a t  l o w  f i x e d  i n t e r e s t  rate a n d  other d e b t  is  n o n - i n t e r e s t  

e a r n i n g .  A d d i t i o n a l l y ,  the r e v e n u e  s u f f i c i e n c y  f o u n d  h e r e i n  

s h o u l d  also d e l a y  t h e  n e c e s s i t y  of f u t u r e  r a t e  cases. T h e r e f o r e ,  

t h e  Commission is of t h e  o p i n i o n  t h a t  a 3-year  a m o r t i z a t i o n  period 

is m o r e  appropriate .  

Based on t h e  ac tua l  amount of rate case e x p e n s e s  and a 

3-year a m o r t i z a t i o n  p e r i o d ,  t h e  Conmiss ion  h a s  d e t e r m i n e d  a f a i r  

a n d  r e a s o n a b l e  amount  of o u t s i d e  s e r v i c e s  e x p e n s e  t o  be $ 6 , 6 4 9  

a n n u a l l y  for r a t e - m a k i n g  p u r p o s e s .  

InCOmO T8Xec 

Elam reported n o  income t a x  e x p e n s e  for t h e  t e s t  period. 

Elam p r o p o s e d  a n  a d j u s t m e n t  to  i n c r e a s e  income t a x  e x p e n s e  by 

$1,520.  The a d j u s t m e n t  to  income t a x  e x p e n s e  p r o p o s e d  by E l a m  d i d  

n o t  c o n s i d e r  t h e  a m o r t i z a t i o n  of i n v e s t m e n t  t a x  credits associated 

Response to  Item No. l r  O c t o b e r  11, 1985.  
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w i t h  i ts  p l a n t  r e s t o r a t i o n  i n  1980 .  E l a m  i n c u r r e d  p l a n t  

r e s t o r a t i o n  costs of $385,9035 w h i c h  is s u b j e c t  t o  i n v e s t m e n t  tax 

c r e d i t  b e n e f i t s  of 1 0  p e r c e n t  f o r  1 5 - y e a r  p u b l i c  u t i l i t y  p r o p e r t y .  

The r a t e p a y e r s  are o b l i g a t e d  to  p a y  for t h e  f u l l  cost of 

s e r v i c e  as d e t e r m i n e d  fair a n d  r e a s o n a b l e  by the Commission.  This 

o b l i g a t i o n  i n c l u d e s  f u l l y  n o r m a l i z e d  income t a x  e x p e n s e .  

N o r m a l i z e d  income t a x  e x p e n s e  s h o u l d ,  h o w e v e r ,  be reduced by the 

a m o r t i z a t i o n  of i n v e s t m e n t  t a x  credi ts  o v e r  t h e  l i f e  of the 

p r o p e r t y .  T h e r e f o r e ,  t h e  Commission h a s  amort ized t h e  t o t a l  

a v a i l a b l e  i n v e s t m e n t  t a x  c red i t s  of $ 3 8 , 5 9 0  o v e r  t h e  30-year 

depreciable  l i f e  of E l a m ' s  property associated w i t h  t h e  credi ts  

w h i c h  r e s u l t s  i n  a n  a n n u a l  t a x  r e d u c t i o n  of $ 1 , 2 8 6 ,  

Based on  t h e  ra te  of r e t u r n  o n  r a t e  base as f o u n d  

r e a s o n a b l e  elsewhere h e r e i n ,  i n c l u d i n g  t h e  r e d u c t i o n  for t h e  

a m o r t i z a t i o n  of a v a i l a b l e  i n v e s t m e n t  tax c r e d i t s ,  the Cornmission 

has d e t e r m i n e d  t h e  n o r m a l i z e d  amount  of income t ax  e x p e n s e  t o  be 

$930 a n n u a l l y .  

I n t e r e s t  E x p e n s e  

E l a m  reported l o n g - t e r m  i n t e r e s t  expense of $32,176 

associated w i t h  a 5 1 / 8  p e r c e n t  l o a n  f rom t h e  D e p a r t m e n t  o f  Local 

Government .  Elam proposed t o  reduce t h e  reported a m o u n t  of 

l o n g - t e r m  i n t e r e s t  by $1,005 t o  reflect  t h e  r e d u c t i o n  i n  t h e  l o a n  

b a l a n c e  . 
The Commission has found  a f a i r  and reasonable net 

investment rate b a a a  of $438,293. According to t h e  tort-period 

R e s p o n s e  to Item N o .  7 ,  October 11, 1965. 
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b a l a n c e  s h e e t  a s  filed, E l a m  r e p o r t e d  l o n g - t e r m  debt of $615,009, 

other  c a p i t a l i z a t i o n  of $29,264, and  n e t  p r o p r i e t o r y  e q u i t y  Of  a 

n e g a t i v e  $134,183 for a t o t a l  l o n g - t e r m  n e t  C a p i t a l i z a t i o n  of 

$510,090. 

E l a m ' s  r a t e p a y e r s  are o b l i g a t e d  to  compensate Elam for the 

cost of c a p i t a l i z a t i o n  t o  p r o v i d e  gas  s e r v i c e .  E x c l u d i n g  t h e  

n e g a t i v e  e q u i t y  of $134,183, E l a m ' s  c a p i t a l i z a t i o n  e x c e e d s  n e t  

i n v e s t m e n t  r a t e  base, which  is t h e  m e a s u r e  of t h e  a m o u n t  of 

c a p i t a l i z a t i o n  d e v o t e d  to  service,  by $205,980.  The Commission is 

of t h e  o p i n i o n  t h a t  it is u n f a i r  t o  require E l a m ' s  customers to 

pay for c a p i t a l i z a t i o n  from w h i c h  t h e y  r e c e i v e  no b e n e f i t s .  

T h e r e f o r e ,  t h e  Commission has reduced t o t a l  long-term 

c a p i t a l i z a t i o n  b y  $205,980. U s i n g  t h e  5 1 / 8  p e r c e n t  a c t u a l  cast  

rate of E l a m ' s  l o n g - t e r m  debt and a p p l y i n g  t h e  cost to the n e t  

. i n v e s t m e n t  ra te  base a n d  c a p i t a l i z a t i o n  f o u n d  r e a s o n a b l e  h e r e i n ,  

t h e  Commission h a s  d e t e r m i n e d  a fair and  reasonable a m o u n t  of 

n o r m a l i z e d  i n t e r e s t  e x p e n s e  to be $ 2 2 , 4 6 3  a n n u a l l y .  

E l a m  reported for t h e  t e s t  per iod $7,092 i n  short-term 

i n t e r e s t  e x p e n s e .  E l a m  p r o p o s e d  to  r educe  t h e  amount  of i n t e r e s t  

e x p e n s e  by $ 3 , 0 7 9  based o n  a n  a n t i c i p a t e d  r e d u c t i o n  i n  t h e  

o u t s t a n d i n g  b a l a n c e  o f  i ts  d e l i n q u e n t  g a s  p u r c h a a e s  owed t o  i ts  

s u p p l i e r s ,  Columbia  G a s  T r a n s m i s s i o n ,  I n c . ,  and C a p i t o l  O i l ,  I n c .  

Elam's r e p o r t e d  t e s t - p e r i o d  s h o r t - t e r m  interest e x p e n s e  

contained $4,883 i n  i n t e r e s t  e x p e n s e  associated w i t h  d e l i n q u e n t  

gas p u r c h a s e s  . g  The Commission is of t h e  o p i n i o n  t h a t  a l l o w i n g  

R e s p o n s e  to Itern No. 11, October 2 1 ,  1985 .  
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deb t  service associated with p a s t  o p e r a t i n g  expenses, which 

p r o v i d e s  no b e n e f i t  to c u r r e n t  r a t e p a y e r s  c o n s t i t u t e s  r e t r o a c t i v e  

r a t e - m a k i n g .  A d d i t i o n a l l y ,  E l a m  reported $8,923 i n  n e t  income 

a f t e r  all e x p e n s e s  a n d  e x p e n s e  a c c r u a l s ,  w h i c h  c l e a r l y  demon- 

strates Elam's ability to have paid t h e  a r r e a t a g e s  owed t o  

Co lumbia  G a s  T r a n s m i s s i o n  I n c .  T h e r e f o r e ,  t h e  C o m m i s s i o r l  h a s  

r e d u c e d  s h o r t - t e r m  in t e re s t  e x p e n s e  by $4 ,883  to $ 2 f  209 a n n u a l l y  

for r a t e - m a k i n g  purposes. 

I n  d e t e r m i n i n g  t h e  a m o u n t s  of short-  and l o n g - t e r m  i n t e r e s t  

e x p e n s e  for r a t e - m a k i n g  p u r p o s e s f  the Commiss ion  is n o t  

p r o h i b i t i n g  t h e  a d e q u a t e  f u n d i n g  of t h e  a c t u a l  t e s t - p e r i o d  

i n t e r e s t  e x p e n s e s .  Based o n  t h e  a d j u s t e d  l e v e l  of r e v e n u e s  

a l lowed  h e r e i n ,  Elam's cash  f l o w  is a d e q u a t e  and s u f f i c i e n t  to  

service a l l  debt a n d  o p e r a t i n g  e x p e n s e s .  

W i t h  t h e  p r e v i o u s l y  d i s c u s s e d  c o n s i d e r a t i o n s  i n  mind ,  t h e  

Commission h a s  de te rmined  a fair a n d  r e a s o n a b l e  amoun t  of i n t e r e s t  

e x p e n s e  to  be $ 2 4 . 6 7 2  a n n u a l l y .  

A m o r t i z a t i o n  of Arrearaqes 

E l a m  p r o p o s e d  an  adjustment t o  amortize $57,617 I n  

arrearages owed to Columbia Gas T r a n s m i s s i o n ,  I n c .  I over a 2 - y e a r  

period €or r a t e - m a k i n g  p u r p o s e s .  E l a m  s t a t e d  t h a t  t h e  

a m o r t i z a t i o n  of t h e  arrearages should be al lowed for rate-making 

p u r p o s e s  s i n c e  E l a m  had made every e f f o r t  to pay these p a s t  due 

a m o u n t s  for the l a s t  2 yea r s ,  b u t  has n o t  s u c c e e d e d  d u e  to  t h e  
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m a r g i n a l  operat ing results b r o u g h t  about b y  i n a d e q u a t e  e a r n i n g  

l eve ls  a u t h o r i z e d  by Commiss ion  r a t e  O r d e r s .  7 

The  Commiss ion  is of t h e  o p i n i o n  t h a t ,  i n  t h i s  i n s t a n c e ,  

t h e  ratepayers p r o v i d e d  t h e  f u n d s  to  m e e t  E l a m ' s  o b l i g a t i o n s  o n  a 

c u r r e n t  basis. T h i s  w a s  a f u n d a m e n t a l  f a c t  e s t a b l i s h e d  by t h e  

issuance of t h e  Commission's f i n a l  O r d e r  i n  Case No. 8929,  Notice 

by E l a m  U t i l i t y  Company, I n c . ,  t o  I n c r e a s e  i t s  R a t e s  fo r  G a s  

S e r v i c e ,  i s s u e d  o n  May 2 ,  1984. P a s t  Orders  f u l l y  i n c l u d e d  a l l  

g a s  p u r c h a s e  costs.  F u r t h e r m o r e ,  E l a m  has a p u r c h a s e d  gas  

a d j u s t m e n t  c lause a v a i l a b l e  t o  t r a c k  and recover a l l  l eg i t imate  

p u r c h a s e d  gas costs. No reason e x i s t s  for t h i s  b i l l  to have not 

b e e n  p a i d ,  s i n c e  t h e  p u r c h a s e d  g a s  a d j u s t m e n t  c l a u s e  f u l l y  t r a c k s  

t h e  cost of n a t u r a l  gas.  

I n  a g r o w i n g  number  of cases, gas u t i l i t i e s  are f a i l i n g  to  

pay t h e i r  ga s  bills, e x p e c t i n g  t h e  Commiss ion  t o  g r a n t  s u r c h a r g e s  

or to  a l l o w  an  a d j u s t m e n t  a s  proposed by E l a m .  T h e r e  is n o  surer  

way to  jeopardize t h e  u t i l i t y ' s  a b i l i t y  t o  provide  gas service 

t h a n  t o  n o t  pay for its gas purchases. I t  should be t h e  first 

b i l l  pa id ,  n o t  t h e  l a s t .  I f  g a s  p u r c h a s e s  c a n n o t  be paid f rom 

c u r r e n t  f u n d s ,  arrearagcs c a n  e i t h e r  be f i n a n c e d  by owners s e e k i n g  

b a n k  l o a n s  or b y  o w n e r - i n v e s t m e n t .  I n  e i t h e r  case, no double 

r e c o v e r y  s h o u l d  be a l l o w e d  o n  t h o s e  f u n d s  for rate-making 

purposes. T h e r e f o r e ,  o n  t h e  b a s i s  of t h e s e  c o n s i d e r a t i o n s ,  t h e  

Commission d e n i e s  i n c l u s i o n  of t h e  a m o r t i z a t i o n  of d e l i n q u e n t  gas 

p u r c h a s e s .  

' R e s p o n s e  to Item No. 1 0 ,  Augua t  2 1 ,  1 9 8 5 .  
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L a t e - F i l e d  A d j u s t m e n t s  

Elam f i l e d  t w o  a d d i t i o n a l  a d j u s t m e n t s  t o  i ts  t e s t - p e r i o d  

s t a t e m e n t  of o p e r a t i o n s  d u r i n g  t h e  h e a r i n g  o n  November 1 2 ,  1985. 

E l a m  p r o p o s e d  t o  increase s a l a r y  and  wage expenses by $ 2 ,  1 3 9  a n d  

r e d u c e  r e v e n u e s  by $2,937 a n n u a l l y .  

The  C o m m i s s i o n  is o f  t h e  o p i n i o n  t h a t  these a d j u s t m e n t s  

were f i l e d  too late t o  a f fo rd  t h e  C o m m i s s i o n  a n  o p p o r t u n i t y  t o  

access t h e  r e a s o n a b l e n e s s  of t h e s e  a d j u s t m e n t s .  T h e r e f o r e ,  t h e  

Commiss ion  d e n i e s  t h e s e  a d j u s t m e n t s .  

The C o m m i s s i o n ,  a f t e r  c o n s i d e r a t i o n  of a l l  pro forma 

a d j u s t m e n t s  and  appl icable  income t a x  e f f e c t s ,  has d e t e r m i n e d  

Elam's a d j u s t e d  o p e r a t i n g  r e s u l t s  to  be as follows: 

T e s t  P e r i o d  Test P e r i o d  
R e p o r t e d  A d j u s t m e n t s  A d j u s t e d  

O p e r a t i n g  R e v e n u e s  $ 3 9 1 , 7 6 6  s s S 5 a 5  $ 3 9 7 , 3 5 1  
O p e r a t i n g  Expenses < 3 4 6 , 7 1 5 >  < 1 2 , 6 7 6 >  < 3 5 9 , 3 9 1 >  
O p e r a t i n g  Income $ 45 ,051  $ <  7 , 0 9 1 >  $ 3 7 , 9 6 0  
O t h e r  Income 3,140 374 3,514 
O t h e r  D e d u c t i o n s  
N e t  Income 

< 3 9 , 2 6 8 >  1 4 , 5 9 6  < 2 4 , 6 7 2 >  
0 .923  7 .879  S 16 .802  

RATE OF RETURN 

E l a m  r e q u e s t e d  a ra te  of r e t u r n  o n  n e t  i n v e s t m e n t  rate base 

of 10 percent .  I n  its most recent case, E l a m  was a l l o w e d  a r e t u r n  

of 9 . 8 5  percent. S i n c e  E l a m ' s  l a s t  case i n  May, 1 9 8 4 ,  i n t e r e s t  

rates In g e n e r a l  h a v e  dropped a n d  t h e  Commiss ion  h a s  correspond- 

ingly l o w e r e d  r e t u r n s  a l l o w e d  t o  j u r i s d i c t i o n a l  u t i l i t i e s  i n  some 

i n s t a n c e s .  A t  t h i s  t i m e ,  t h e  s t o c k h o l d e r s  h a v e  n o  n e t  i n v e s t m e n t  
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i n  t h e  company. All u t i l i t y  p l a n t  is s u p p o r t e d  by a s u b s i d i z e d  

loan bearing a n  i n t e r e s t  rate of 5 1/8 p e r c e n t .  By a l l o w i n g  a n y  

return at a l l ,  t h e  Commiss ion  seeks n o t  to  compensate  the 

s t o c k h o l d e r s  of Elam, f o r  t h e r e  is no e q u i t y  t o  c o m p e n s a t e ,  b u t  

r a t h e r ,  t o  a l low t h e  company t o  m a i n t a i n  a reasonable l e v e l  of 

cash reserves and r e m a i n  d f i n a n c i a l l y  v i a b l e  company. Under  

p r e s e n t  c i r c u m s t a n c e s ,  t h e  n e e d  for cash r e s e r v e s  is m i n i m a l .  

With a newly  b u i l t  s y s t e m ,  e x t r a o r d i n a r y  m a i n t e n a n c e  s h o u l d  be low 

and t h e  record i n  t h i s  case r e f l ec t s  n o  p l a n s  f o r  major 

c o n s t r u c t i o n .  Therefore, t h e  C o m m i s s i o n  is of t h e  o p i n i o n  t h a t  a 

f a i r ,  j u s t  and r e a s o n a b l e  r a t e  of r e t u r n  o n  t h e  n e t  i n v e s t m e n t  

rate base should be 7 . 5  p e r c e n t  i n  t h a t  it w i l l  a l l o w  E l a m  to p a y  

its o p e r a t i n g  expenses, service its debt, and p r o v i d e  a r e a s o n a b l e  

s u r p l u s  for cash reserves. 

REVENUE REQUIREMENTS 

The Commission h a s  d e t e r m i n e d  t h a t  E l a m  does n o t  n e e d  

a d d i t i o n a l  a n n u a l  o p e r a t i n g  income to  p r o d u c e  a n  o v e r a l l  r e t u r n  o n  

n e t  i n v e s t m e n t  ra te  base of 7.5 p e r c e n t .  A f t e r  t h e  p r o v i s i o n  for 

income t a x e s  of $930, t h e r e  is a n  o v e r a l l  r e v e n u e  sufficiency of 

approximately $6,393 annually which y i e l d s  a rate of return o n  net 

i n v e s t m e n t  ra te  base f o u n d  r e a s o n a b l e  h e r e i n  of 9 . 4 6  p e r c e n t .  

T h e r e f o r e ,  t h e  Commiss ion  d e n i e s  any a d d i t i o n a l  a n n u a l  r e v e n u e s .  

FINDINGS AND ORDERS 

The Commiss ion ,  aEter e x a m i n i n g  the e v i d e n c e  of record and 

b e i n g  a d v i s e d ,  i s  of t h e  o p i n i o n  and f i n d s  t h a t :  
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1. The ra tes  a n d  charges proposed by E l a m  would  p r o d u c e  

r e v e n u e s  i n  e x c e s s  of those f o u n d  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  be 

d e n i e d  upon  a p p l i c a t i o n  of KRS 278.030. 

2. The rates of r e t u r n  g r a n t e d  h e r e i n  a re  f a i r ,  j u s t  and 

r e a s o n a b l e  a n d  w i l l  p rov ide  for t h e  f i n a n c i a l  o b l i g a t i o n s  of E l a m  

w i t h  a r e a s o n a b l e  amoun t  r e m a i n i n g  for e q u i t y  growth.  

IT IS THEREFORE ORDERED t h a t :  

1. The rates a n d  charges p r o p o s e d  by E l a m  be and they 

h e r e b y  are denied. 

Done at F r a n k f o r t ,  K e n t u c k y ,  t h i s  13th day of Jaratary, 1986. 

PUBLIC S E R V I C E  COMMISSION 

c 

ATTEST: 

Secret t a t y  


